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KEY ECONOMIC INDICATORS 
(Except as marked, figures are in $ million, K1.00 = $1.56) 


ITEM 1973 1974” 1975 % Change 
Income, Production, Employment From 
GDP at Constant (1965) Prices Previous 
Period 

(adjusted for terms of trade) 1,596.4 1,585.4" 1,295.6 -24.6 
Per Capita National Income at 

Constant (1965) Prices 

(Adjusted)in dollars 299.5 290.2 204.4 
Index of Industrial Production 

(1969=100) 109.3 125.8 116.874 
Gross Fixed Capital Formation i" 

as % of GDP 26,9 29 at 2544 * 
Employment at end of June 

(Actual No.) 383,830 386,270 NA . 
Central Government Revenue 600.9 L5O10 <i 742.5 
Central Government Current 

Expenditures 614.8 687.8 929 .3° 
Central Government Capital 

Expenditures Bol A 302.3 386.9 
Copper Production (Metric Tons) 681,200 705,800 640,300 
Average Copper Price (Dollars 

Per Ton) 1,803 2,069 1,232 
Gross Value of Marketed Agricul- 

tural Production at Market 

Prices (K'‘'OOO) 58,319 66,838 Tipton 
Maize Production (Metric Tons) 460,430 565,600 553,960 


Money and Prices 
Money Supply (K'OOO at year end) 274,336 294,384 335,700% 
External Debt Service Ratio 
(Service Payments as % of 
export receipts) . Loa y 
Interest Rates (%) 
Bank Rate 2 5.00* 
Commercial Bank Prime Rate 
Treasury Bills 
Consumer Price Index (1969=100) at 
end of year 
Low Income Group 
High Income Group 
Wholesale Price Index 


@ 


Balance of Payments and Trade 

Exports FOB (Million $) 1,260 
of which Copper 1,092 
Imports (FOB) 544 
Trade Balance 616 
Overall Balance 2.6 
Imports from U.S. ($ Million) 48.7 
U.S. Share of Market 4a. 


*Revised @Estimated 

##September 1975 ©provisional Estimate 

&November 1975 +Bank Rate Raised to 6% in Feb. 1976 
‘Jan .-Oct. 2975 





SUMMARY 

In mid 1976, Zambia is confronted with an array of political and economic problems 
which are causing economic hardships and disrupting the nation's development efforts. 
Severe deterioration of the balance of payments and budget have forced cutbacks 

in government programs and investment plans. Zambia's vulnerability as a land 
locked country dependent on a single commodity, copper, for its foreign exchange 
earnings has been convincingly demonstrated since mid 1974 when copper prices began 
a prolonged and steep drop. This was accompanied by a deterioration in the trans- 
port situation which simultaneously forced a reduction in copper shipments and 
resulted in shortages of raw materials and machinery needed to sustain domestic 
output. The assumption of the past that the copper industry would provide means 

to accumulate investment funds to develop other resources is no longer valid. 

While there is some optimism that copper prices will respond to improved conomic 
activity in the industrialized countries, the economic measures that Zambia has 
been forced to adopt in response to the economic crisis will have a dampening 
effect on economic activity for some time to come. The 20 percent devaluation 
announced July 8 will improve the liquidity position of the mining companies but 
will add fuel to inflationary pressures. 


COPPER INDUSTRY FALTERS 

Normally, Zambia depends on the mining sector to produce substantial revenue to 
subsidize other sectors of the economy and earn sufficient foreign exchange to 
cover payments of imports and invisibles. The prolonged depressed level of copper 
prices has deprived Government of both foreign exchange and revenues. As a result, 
the Zambian Government has had to seek alternative revenue sources, largely from 
foreign borrowing and foreign economic assistance programs. In 1975, foreign 
borrowing amounted to approximately $340 million of which $235 million was by the 


mining companies. 


Three factors have led to the drastic reduction in income generated by the mining 
industry. First, average copper prices during 1975 fell 40% from 1974 levels. In 
1974, copper reached an average of $2,068 per ton only to fall to $1,230 in 1975. 
In the early months of 1976, the improved price on the London Metal Exchange was 
largely offset by the decline in Sterling, and the two major mining companies 
reported losses in the first quarter of 1976 of over $24 million. Secondly, due to 
a combination of manpower constraints, shortages of equipment attributable largely 
to transport bottlenecks, and compliance with the agreement by the CIPEC countries 
to cutback production by 15% from planned levels, the volume of copper exports 

fell from 673,000 tons in 1974 to 630,000 tons in 1975. As a result of the reduc- 
ed average price and reduced volume, foreign exchange earnings from copper fell 
from $1,400 million in 1974 to $775 million in 1975. In September, the mining 
companies declared force majeure on 20% of shipments by Roan Consolidated Mines 

and 30% by Nchanga Consolidated Copper Mines following the outbreak of civil war 

in Angola and the closure of the Benguela Railroad to Lobito. Thirdly, production 
costs escalated dramatically during the year. Between April and November 1975, the 
average price received by Nchanga Consolidated Copper Mines was $1,205 while pro- 
duction costs averaged $1,398. Wage increases announced August 1, 1975, which 
resulted from the recommendations of a Salaries Commission appointed by President 
Kaunda, raised labor cost in the mines by an estimated $25 million annually. 

Unit costs have also been rising due to lower production levels. Costs of imported 
inputs, especially fuel and mining equipment have been rising at an estimated 30% 
annually. At the same time political uncertainties and the deterioration in living 
conditions resulting from the economic crisis have made it more difficult to attract 
skilled personnel from abroad. Turnover of foreign contract employees is close to 
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25% annually. Finally, the companies have been faced with serious cash flow pro- 
blems due to the lengthened pipeline of both imports and exports. Imported goods 
which must be paid for on shipment are slow in arriving. Receipts for copper 
exports are delayed because of involuntary stockpiling due to shipping delays. 
Throughout 1975, copper awaiting shipment averaged 70,000 tons as opposed to 

a more normal 30,000 tons, creating a need for additional financing in excess of 
$50 million. 


By mid 1976, the mining companies were again able to report profits, but full 
recovery will be slow due to curtailment of investment. In late 1975, the Ministry 
of Mines and Industry announced an austerity program designed to cut costs and 
avoid unemployment. Measures included a stricter control of inventories and a 
reduction in the recruitment of labor. As part of the program, Nchanga Consolidated 
Copper Mines deferred the reopening of the $70 million Kanshanshi open pit mine 

and postponed work on Stage 3 of the $100 million Chingola tailings leach plant. 
The latter plant, based on solvent extraction process, would produce 80,000 tons 

of copper annually. Capital expenditure by Nchanga Consolidated Copper Mines 

fell to under $8 million in the year ending March 1976, compared to $62 million 
during the previous period. Roan Consolidated Mines has deferred new projects 
including a second copper concentrate plant at Baluba Mine and opening of the 
Kalulushi East Mine. Despite these efforts, the Minister of Finance estimated 

in January 1976 that the two mining companies would require external financing 

of between $383 million and $570 million, depending on the transport situation, 

for the mines to continue operating smoothly during 1976. The outlook for 1976 

is for copper production at about the same level as 1975, 630,000 tons, but at 
somewhat higher average prices. 


THE PERILS OF BEING LANDLOCKED 


Zambia's transport problems have caused distortions in economic and development 
planning dating back to Rhodesia's declaration of unilateral independence. Follow- 
ing the closure of the Rhodesia/Zambia border, Zambia's transport problems in- 
creased dramatically. Zambia which had previously been highly integrated into the 
transport network of Rhodesia, had to embark on a program of diverting trade. 

Prior to 1973, 55% of exports and 66% of imports were shipped via Rhodesia to 

and from ports in Mozambique. After substantial investment in oil pipelines, rail 
and read transport, Zambia was able in 1974 to divert its trade to three primary 
ports; Lobito in Angola which absorbed 55% of copper shipments and 44.6% of imports; 
Dar es Salaam, Tanzania, which accounted for 34.5% of exports and 29.4% of imports, 
and Mombasa in Kenya which accounted for 9.4% of exports and 8.8% imports. This 
rerouting of trade was jarred by the imposition in late 1974 of weight restriction 
by Tanzania on trucks carrying cargo to Mombasa. Then the Angolan civil was re- 
sulted in the closure of the Benguela Railroad to Lobito. This imposed a heavy 
financial burden on Zambia due to the diversion of ships, outright losses and long 
delays. At the outbreak of the conflict, over 100,000 tons of Zambian bound cargo 
were stranded in Lobito. Much of it was lost through spoilage and the remainder 
reshipped at considerable cost to East African ports. Close to 800 railroad cars 
were also stranded in Angola. The Benguela route may be reopened to Zambian traffic 
during the latter half of 1976, but the full return of port operations at Lobito 

to past levels is unlikely for some time. The bulk of Zambian trade will continue 
to be channelled through the port of Dar es Salaam. 


The outlook for transporting goods to and from Zambia has improved considerably 
due to the increased capacity of the Chinese financed TANZAM Railroad. The railroad, 
which was formally handed over to the Governments of Tanzania and Zambia on July 124, 





1976, is now operating five freight trains daily, each capable of transporting 
4,500 tons of cargo. Improved port operations at Dar es Salaam and reduced 
volume of Zambian bound cargo have contributed to an easing of the congestion 
problems. 


ECONOMIC PERFORMANCE AND FINANCE 

In 1975, GDP in terms of 1965 prices, fell 3% to $1,389 million compared to $1,432 
million in 1974. However, if account is taken of the worsening terms of trade, 
the decline in the GDP amounted to an estimated 24,6%. Real per capita income 
fell by almost 29%. The shortfall in copper earning, down 46% from 1974, combined 
with 20% increase in the value of imports, left Zambia with its first ever balance 
of trade deficit of close to $130 million. Large outffows for payment of fréight 
and insurance travel, services, investment income and private transfers pushed the 
balance of payments deficit on current account to $686.4 million. This was only 
partially offset by capital inflows of $336.4 million, mostly in the form of 
Eurodollar loans to the mining companies and government borrowing. The overall 
payments deficit of $389 million does not include arrearages in payments to over- 
seas suppliers of about $175 million. By mid 1976 delays of up to six months were 
being encountered before foreign exchange was being made available for payments. 


The Government has adopted a number of measures to stem the outflow of foreign 
exchange. In September, new foreign exchange controls were introduced to reduce 
payments for invisibles. Remittances of profits and dividends were reduced from 
30% to 10% of the non-resident's equity provided that this did not exceed 30% of 
net profits. Other measures included the withdrawal of holiday and business travel 
allowances. The major focus, however, was on reducing imports which, because of 
over issuance of import licenses during 1974, increased by over 20% in 1975 to 

$939 million. Since 1973, Zambia has applied a comprehensive import licensing 
system under which import licenses are issued on a quarterly basis. Beginning 

in January 1975 issuance was drastically reduced, and the total for the year 
amounted to $452 million. Because of the long time lags between issuance of license 
and the arrival of the goods in Zambia, the full impact was felt only in early 1976. 
For the same reason, shortages will continue well beyond the time that copper re- 
covers sufficiently to allow a less austere import policy. 


Continued appreciation of the Kwacha against currencies of Zambia's major trading 
partners and the bleak foreign exchange outlook led to a 20% devaluation on July 

8, 1976. At the same time the Kwacha was linked to the Special Drawing Right in 
place of the dollar. The aim of the devaluation was to improve the liquidity posi- 
tionsof the mining companies by generating more Kwacha revenue, reduce the foreign 
exchange costs of remittances, and encourage import substitution. The measure will 
not be without some costs, especially in terms of prices. Further, while the cash 
flow problems of the mines will improve, the mines will have to pay an additional 
25% in Kwacha to cover payment of foreign debt. 


The budget outlook is gloomy. Revenues from copper dropped from $490 million in 

1974 to $94 million in 1975. No tax revenue from the copper industry is expected 

in 1976. Primarily for this reason, the 1975 budget deficit exceeded $574 of which 
$352 million was financed by internal and external borrowing. In response, the 
Government adopted drastic expenditure cutbacks for 1976. Current expenditures are 
slated to fall by $87 million while capital spending will fall by 37% or $142 million. 
Subsidies paid to producers, consumers and Government corporations have been cut by 
as much as 60%. 





MANPOWER AND EMPLOYMENT 

The economic recession has had a serious impact on urban unemployment and indirectly 
has contributed to a steady exodus of qualified non-Zambian contract workers. While 
no recent employment figures are available, the Minister of Labor estimated that 

by January 1976 9,000 workers had been laid off due to shortages of raw materials. 
According to Zambia's Second National Development Plan 1972-76, an estimated 

67,000 persons enter the labor market annually the majority of whom seek urban 
jobs. Virtually no new creation of jobs has taken place during the past 3 years 

and the problems associated with rapid urbanization have worsened. 


Zambia is also finding it more difficult to attract qualified foréign employees 
needed in the mining industry, government and parastatal organizations. This 
combined with continuing expansion of Government's role in economy has fostered 
inefficiency and economic losses in many of government controlled enterprises. 


A YEAR OF NEW INITIATIVES 

Despite the state of the economy. Zambia has embarked on far-reaching new policy 
initiatives. The primary emphasis, announced in President Kaunda's June 30, 1975 
"Watershed" speech has been on agrarian development which has been long neglected. 
Pricing policy has discouraged agricultural production and led to a misallocation 
of resources. The country also needs to resolve serious marketing problems. The 
program embarked upon is aimed at eliminating the gap between market demand for 
agricultural produce and domestic supply and at the same time reducing the income 
imbalance between urban and rural areas which encourages further migration to the 
cities. To reverse this flow the President has directed the Zambia National Ser- 
vice to recruit and resettle youth in Rural Reconstruction Centers where they 

will receive practical training in agriculture. Efforts to encourage greater 
production by traditional village farmers have been partially offset by the loss 

of commercial farmers who are uncertain about the effect that the conversion of 
land from freehold to 99 year lease will have on their long term tenure. Delays 

in announcing new producer prices, a high incidence of disease in the 1975/76 

maize crop, the announcement of new taxes on agricultural land and higher operating 
costs that will resuit from devaluation have all clouded the short term agricultural 
outlook. 


ZAMBIA'S DEVELOPMENT PROGRAM 

Total gross capital formation in 1975 is estimated at about 26% of GDP, but the 
country has had some difficulty in implementing investment projects. There is a 
clear deficiency in the present system of project identification and appraisal. 
Under past development programs, investment has largely been directed at improving 
the economic and social infrastructure where productivity is low and recurrent 
expenditure is high. Little new investment has been undertaken by the private 
sector. Zambian policy has led to a continued expansion of go'’ernment control over 
economic resources, even though the management of organizations already in the 
public sector is deficient. The Government, in weighing the trade offs between 
creating the incentives needed for new investment, which implies the creation of a 
wealthy class, and a more even distribution of wealth, appears to have chosen to 
put more emphasis on the latter. 


The Third National Development Plan now under preparation aims to promote a 
growth pattern specifically geared to raising the levels of income in the sub- 
sistence sector, reducing disparities in the level of urban and rural incomes and 





7 


the attainment of self-sufficiency in food production. The Plan will emphasize 
development that can be financed largely from local sources. The intention is 

to downgrade reliance on sophisticated technology which depends on imported equip- 
ment and expatriate personnel. 


IMPLICATIONS FOR THE UNITED STATES 


There has been little new American private investment in Zambia, both because 

of the depressed economicconditions and investor's perception of the long term 
prospects for the private sector. Several American multinationats are negotiating 
with the Government for industrial joint ventures. Official policy is to create 
conditions conducive to private capital investment provided that it moves away 
from distributive trade to rural development and import substitution industries. 
Potential investors are also examining the implications of the requirement for 
greater worker participation under the program of Industrial Participatory Democracy 
announced by the President. An Act of Parliament provides that workers should be 
party to the decisions made on investment policy, job evaluation, appointment of 
senior management executives, financial control and distribution of profits. 


U.S.-Zambian trade has increased significantly during the past year despite 
Zambian efforts to reduce the level of imports. Because most of Zambia's imports 
from the U.S. are essential capital goods for the mining industry and transport 
sector, these exports have been affected relatively less by import stringency. The 
U.S. share of the market has risen from under 10% to about 13% in 1975. According 
to Zambian statistics the FOB value of imports from the U.S. reached $121 million 
in 1975. However, U.S. suppliers will continue to encounter delays of up to six 
months in receiving payments due to foreign exchange problems. Interest on the 
part of Zambian businesses in entering new agency/distributor agreements will be 
low until import restrictions are lifted and the future of the private sector 

is clarified. 


Because of general agreement that most of Zambia's problems are due to factors 
outside her control, a number of international agencies and developed countries, 
including the U.S. have agreed to provide substantial capital and development 
assistance. 


The United States has agreed to assist with balance of payments support in the 
form of a commodity import loan in the range of $25 million. A USAID Housing 
Investment Guarantee Program of $10 million is in the final stage of negotiation 
and Zambia may receive some food under PL-480. The World Bank during 1975 

signed new loan commitments worth $95.1 million bringing the cumulative commitment 
to $455 million. An additional loan from the Bank for commodity imports of about 
$25 million is under consideration. A loan agreement of $81 million was signed 
between Zambia and the EEC and the IMF is expected to provide an additional $70 
million through various financing facilities. To overcome problems experienced 
in the past in effectively utilizing foreign assistance, the Zambian Government 
has created a Ministry of Economic and Technical Cooperation. 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 





TRAVEL with Overseas Business Reports 
(OBRs)—75 a year— to get detailed information on 
overseas trade and investment conditions and 
opportunities. 


SEE the OBR Marketing in series for information 
about a selected foreign country’s 


r : trade patterns 

aad . 
industry trends 

' distribution channels 
transportation facilities 
trade regulations 


prospects for selected U.S. products 
SEE the OBR Market Profile series for an economic 


digest of countries in a particular marketing region. 
Take a look at the country’s 


TAKE A Foreign trade 
TOUR @)= Foreign investment 
Finances 
POTENTIAL oe 
Basic economic facilities 
Mi Natural resources 
Population 
nee SEE the OBR World Trade Outlook series for a twice- 
a-year analysis of U.S. export prospects to a// major 


trading countries. 
VIEW other special reports such as: 


Appraisal of China’s Foreign Trade Policy 

Basic Data on the Economy of the Soviet Union 

A Business Guide to European Common Market 

A Guide to End Users and Research Organizations 
in Hungary 


® Quarterly statistics reports on U.S. foreign trade 


START your tour now for only $36.50 a year by mailing 
the coupon below. 


(Single copies are available for 50¢ each from the Publication Sales 
Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 
20230.) 


(please detach here) 


() Remittance Enclosed 
SUBSCRIPTION ORDER FORM (Make checks payable 
ENTER MY SUBSCRIPTION TO OVERSEAS No additional postage is required for to Superintendent of 


BUSINESS REPORTS at $36.50 a year. mailing within the United States or Documents) 
Add $9.15 for foreign mailing. its possessions. 


( Charge to my Deposit 


Account No. 
NAME—FIRST, LAST 


COMPANY NAME OR ADDITIONAL ADDRESS LINE 


MAIL ORDER FORM TO: 
STREET ADDRESS Superintendent of Documents 


Government Printing Office 


Washington, D.C. 20402 
STATE ZIP CODE 





